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MEMORANDUM FOR: Commander, U.S. Arny Engineer District,

SUBJECT: Audit Report No. , Review of the
Archi tect - Engi neer Responsi bility Managenment Program

1. This is our report on the subject audit. Part | of the
report shows the audit objectives, our conclusions, and general
information on the audit. Part Il contains the findings,
recommendat i ons and nanagenent conments.

2. W appreciate the cooperation and %snsci stance provi ded by

Di vi sion personnel during the performance of this audit.

.M AUD TCR
Chief, Internal Review
and Audit Conpliance Ofice
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Report No. Dat e

SUMVARY
1. LNTRODUCTI ON.

a. Audit Entity. This section will describe the organiza-
tion, program system or area that was audited. [t will
include information on the size, volune and nature of opera-
tions of the audit entity to provide a perspective on the
significance of the audit findings and concl usions.

b. ojectives. Normally, there is an overall objective
and a series of specific objectives which are related to the
overal | objective.

2. OBSERVATIONS AND CONCLUSIONS. The report shall contain a
specific conclusion on each of the stated audit objectives,

i ncluding positive coments when appropriate. In those cases
where a finding exists, the applicable conclusion paragraph
will also sunmmarize the recommendati ons and reference the
detailed finding.

3. MANAGEMENT RESPONSE. A summary of the operating official’s
responses to the conclusions cited in paragraph 2 should be
included in the report.

4, AUDIT SCOPE AND METHODOLOGY. The scope section shall tel
the reader what the auditors did or did not do. It should also
show when the audit was perforned and the Period covered by the
audit. The met hodol ogy section should explain the techniques
used by the auditor to gather and anal yze evidence. It should
identify any assunptions nade in conducting the audit and
descri be any conparative techniques applied and nmeasures and
criteria used to assess performance. If statistical sanpling
was used, it should explain the methods used for selecting or
anal yzi ng sanpl es.
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5. AUDITING STANDARDS. The report shall contain a statenent
that “the audit was made in accordance with auditing standards
i ssued by the Conptroller General of the United States, as

i npl enented by the Inspector General, Department of Defense,
and accordingly, included such tests of the internal controls
as considered necessary.”

6. | NTERNAL CONTROLS. Each report should identify the
significant internal controls that were assessed and any
significant weaknesses found during the audit.

7. ACTION ON PRIOR REPORTS. Each report shall include a
summary section that evaluates corrective actions taken by
managemnment in response to recommendations in prior audit
reports (where applicable).

8. POTENTIAL NMONETARY AND OTHER BENEFITS.  This section
shoul d be a summary of the potential nonetary and nonnonetary
benefits (Schedul e of potential nonetary benefits will be
attached to the report, if applicable).
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FI NDI NG RECOMMVENDATI ONS AND MANAGEMENT COMVENTS

A - ACCURACY OF REASON CODES

Fl NDI NG Paragraph setting forth condition, cause and effect.

DI SCUSSI ON

This section should contain sufficient information to pronote a
cl ear understanding of the matters reported and to provide a
convincing, but fair, presentation in proper Eerspective. It
shoul d set forth the evaluation criteria used by the auditor
and the factual evidence found during the examnation. A
conmpari son of the factual results with appropriate eval uation
criteria should lead to a clear and accurate statenment of the
condition. Al'so, this section should include the auditor’s
eval uation of the cause of an unsatisfactory condition.

Finally this section should show the effect, i.e., the extent
of risk inherent in continuing a deficient procedure, practice
or control. The significance of a condition is usuaIIY j udged
by its effect. Use of headings and sub-headings in bold type
I's encouraged to properly organi ze the information and make the
report easier to read and understand.

RECOVIVENDATI ONS AND MANAGENMVENT COMVENTS.

A-1. The report shall contain specific and realistic reconmen-
dations addressed to the responsible offices to correct Problem
areas noted during the audit. The relationship between the
audit recomrendation and the underlying cause of the condition
shoul d be clear and |ogical. The recommendati ons should
address short-termsolutions to correct the inmmedi ate probl em
and | ong-range solutions to inprove procedures and controls to
avoi d recurrence of the problemin the future. A recommenda-
tion nerely to conply with regulations or |aws shall not be
made. Instead, the auditor shall reconmmend specific actions
needed to cause conpliance or if appropriate that the

regul ations or |aws be changed.
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MANAGEMENT _COMMENTS.  Pertinent views of responsible nanage-
ment officials concerning the auditor’s findings, conclusions
and recommendations shall be incorporated into the audit
report.

AUDIT PCSITION.  (If applicable). This section will be in-
cluded if the auditor disagrees with managenent’s views on the
audit recommendations or considers their comments to be non-
responsive. The auditor shall state the reason for rejecting
managenent’s views and comments in such a way as to convince an
i ndependent third party of the correctness of the auditor’s

posi tion.

A-2. Same as indicated for A-1.

Addi tional Findings, Reconmendations, and Managenent conments
wi || be al phabetically nunbered (i.e. B, C D, . . . . ) and in
the same fornat.
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MEMORANDUM FOR _( Commander )
SUBJECT: Resolution of Audit Report No. , Revi ew of

the Architect-Engi neer Responsibility Managenment Program - FOR
SI GNATURE

1. PURPGSE. To obtain command decision on action to be taken
on subject report (copy of report at TAB B)

2. RECOWENDATION.  That the Commander sign the menmorandum at
TAB A directing the : , and -
Divisions to take corrective actions as indicated in the

menor andum

3. DLSCUSSI ON.

a.  On the Internal Review Ofice issued a
report on the Architect-Engi neer Responsibility Minagenent
Program (AERWP) in the district. The report contains four
findings as follows:

(1) FAR A - Accuracy of Reason Codes. District
officials were not identifying and docunenting the primary
reason for contract nodifications or prorating related costs in
those instances when nultiple reasons were cited for the pro-
posed change orders. Consequently, if Design Deficiency was
one of the reasons, the total anount of the proposed nodifica-
tion was recorded as construction cost growh attributable to
A-E design errors and/or om ssions.

(2) FAR B - Tineliness of Processing Cainms. Wen
potential A-E liability was determned, the tinme required to
obtain recovery of danages was excessive. The District did not
inpl ement effective tine standards or establish appropriate
suspense files for use in nmonitoring progress achieved on
active A-E liability cases. We reviewed five A-E liability
cases settled during FYs 1991 and 1992 and found that it took
an average of 2.4 years to resolve a case.

5
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(3) FAR C - Calculation of Danages. The initia
damage assessnents, which were presented to the A-E firms upon
i ssuance of the Demand Letters, were not updated to include
adm ni strative costs incurred between issuance of the Demand
Letters and final settlement of the cases. Al so, the docunen-
tation of adm nistrative costs related to the pursuit of A-E
liability cases was inadequate.

(4) FAR D - Internal Controls. The District needs to
strengthen practices and procedures for (i) documentation of
supervi sory review and aPprovaI of AAE liability determ n-
ations; (i1) recording of AERMP investigations and the sequence
of events; and (iii) maintenance of official AERWP files.

b. The report contains eight recomendations to inprove
the above areas (Recommendations A-1, B-1, B-2, C1, G2, D1,
D-2 and D-3). The responsi bl e managenent officials have con-
curred with Recommendations A1, B-1, B-2, D1 and D3 and have
i ndi cated that appropriate corrective actions will be taken.
Ih? have nonconcurred with Recommendations C1, G2 and D2 as

ol [ ows:

(1) Recommendation C-1 is to capture all technica
adm ni strative costs incurred to pursue recovery of A-E
liability damages. The procedures should include instructions
to footnote the damage conputations to show source of data, and
to update the damage conputations at tine of settlement. This
recomendation is based on HQUSACE gui dance issued in Decenber
1989 which states that adm nistrative costs are “valid addi-
tional costs” that the Government has incurred as a result of

A-E deficiencies. It further states that “the original denand
amount shoul d be nodified if adm nistrative costs increase
significantly during prosecution of a case.” The

Di vi si on has nonconcurred with the recommendati on and states
that the Conmand’ s current practice of limting admnistrative
damages to those sustained up to issuance of a demand letter is
supported by the District Counsel. The coments obtained from
District Counsel state that the Government is not entitled to
recover all Governnent costs in pursuing A-E liability cases.
The true rule woul d be that the Governnent should pursue al
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costs proximately caused by the negligent act or omission. The
PfOXIU&te|y caused damages are generally those imediately
ollowing the negligent act. The Di vision states that

t hey have discussed their position with HQUSACE and have for-

warded a copy of District Counsel’s coments for HQUSACE

consi deration. However, this does not satisfactorily resolve
the issue. Therefore, in the nenorandumat TAB A, we are
Froposing that you direct the Division to prepare a
etter to HQUSACE, for your signature, setting forth the
District’s procedures for conputing damages and requesting
HQUSACE concurrence or suggested changes. Upon receipt of

HQUSACE response, the Division will be required to
submt a final position paper on this recommrendation for your
approval. In the neantinme, the Division will pro-
ceed to inplement the first part of the recomendation, i.e.,

to establish procedures to capture and record all costs in-
curred to pursue an A-E liability case and to footnote damage
conput ations to show source of data contained therein.

_ .(Z%eF@connendation C-2 is to include appropriate
wording in Demand Letters to the effect that conputed danages
presented therein are prelimnary costs which will be nodified
to include all related admnistrative costs and accrued
interest incurred at tine of settlenent. The
Di vi si on has nonconcurred for the reasons stated I1n response to
Recommendation C-1. However, they did indicate that they wll
docunent all claimed adm nistrative costs to support the nunber
of admnistrative hours assessed to an A-E firm The proposed
action to resolve Recommendation C-1 will also satisfy the need
to resolve this recomrendation

(3) Recommendation D-2 is to docunent supervisory re-
view and approval of the initial AERC determ nations and, |If
necessary, revise the signature blocks on SPK Form 84 to pro-
vide for appropriate docunentation of the higher |evel review
The Di vision has nonconcurred that any corrective
action is necessary on the basis that the recomended pro-
secures are already in place. However, their conments do not
adequately address the Issue that the review and approval pro-
cess was not docunmented on the SPK Forns 84 included in our
audit sanple. Therefore, in the menorandumat TAB A, the
follow ng actions are being required: (i) the existing pro-
secutes and instructions wll be reviewed to assure that they
are clear and adequate and (ii) the _ Division wll
review the conpleted SPK Forms 84 in the future to assure that
the necessary signatures are included on the form If the |IRAC

.
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Ofice foI!om#uP review discloses continued |ack of proper
docunentation of supervisory review and approval of the initial
AERC determ nations, further corrective action will be required
at that tinme.

4. COORDI NATI ON.

Div. CONCUR NONCONCOUR (Name) (Date)

Div. CONCUR/ NONCONCUR (Nare) (Date)

Div. CONCUR/ NONCONCUR (Nane) (Dat e)
|.M AUDI TOR

Chief, Internal Review
and Audit Conpliance Ofice
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EXAMPLE OF ACTI ON MEMORANDUM

O fice Synbol Dat e
VEMORANDUM FCOR Div.
Div.
Div.

SUBJECT: Resolution of Audit Report No. , Review

of the Architect-Engineer Responsibility Mnagenent Program

| have reviewed the subject report and made the follow ng
determ nations regarding action to be taken on the
recommendations as referenced bel ow

a. Recommendations A-1, B-1, B-2, D1 and D-3. The
managenent comments are responsive and the proposed corrective
actions should be inplenented as indicated therein.

b. Recomendations C-1 and G2. The nanagenent comments
do not adequately address the issue of potential nonconpliance
w th HQUSACE policy for conputation of damages resulting from
identified A-E liability. Therefore, the Di vi sion
wll prepare a letter to HQUSACE, for ny signature, setting
forth the District’s procedures for conputing danages and
requesti ng HQUSACE concurrence or suggested chan%fs. Upon
recei pt of the HQUSACE response, the i vision will

submt a final coordinated position paper on these recommenda-

tions for ny approval. In the neantine, the
Division will proceed to inplenment the first part of Recom
mendation C-1, i.e., to establish procedures to capture and

record all costs incurred to pursue an A-E liability case and
to footnote damage conputations to show source of data
contai ned therein.

c. Recommendation D-2. The nmanagenent comments do not
adequat el y address the issue of apﬁarent non- conpliance with
prescribed procedures based upon the audit results. Therefore
the followng actions will be taken to assure that A-E
liability determ nations receive proper supervisory review and
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approval : (i) the existing procedures and instructions wll be
reviewed to assure that they are clear and adequate and (ii)
t he Division wll review the conpleted SPK Forns 84

in the future to assure that the necessary signatures are

i ncluded on the forms. If the IRAC Ofice followup review

di scl oses continued | ack of proper docunmentation of supervisory
review and approval of the initial AERC determ nations, further
corrective action will be required at that tinme.

Commander
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